
Matters of governance 

17. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is the 
implementation of certain key governance responsibilities, which I have assessed as 
follows: 


I Matter of governance 

Yes 

\o 

Audit committee 



• The municipality had an audit committee in operation throughout 
the financial year. 


s/ 

• The audit committee operates in accordance with approved, 
written terms of reference. 



• The audit committee substantially fulfilled its responsibilities for 
the year, as set out in section 166(2) of the MFMA. 


V 

Internal audit 



• The municipality had an internal audit function in operation 
throughout the financial year. 

«✓ 


• The internal audit function operates in terms of an approved 
internal audit plan. 

v* 


• The internal audit function substantially fulfilled its 
responsibilities for the year, as set out in section 165(2) of the 
MFMA. 

V 


Other matters of governance 



• The annual financial statements were submitted for auditing as per 
the legislated deadlines (section 126 of the MFMA). 

V/ 


• The annual report was submitted to the auditor for consideration 
prior to the date of the auditor’s report. 



• The financial statements submitted for auditing were not subject to 
any material amendments resulting from the audit. 



• No significant difficulties were experienced during the audit 
concenung delays or the unavailability of expected information 
and/of the unavailability of senior management. 



• The prior year's external audit recommendations have been 
substantially implemented. 



Implementation of Standards of Generally Recognised Accounting 

Practice (GRAP) 



• The municipality submitted an implementation plan, detailing 
progress towards full compliance with GRAP, to the National 
Treasury and the relevant provincial treasury before 30 October 
2007. 



• The municipality substantially complied with the implementation 

«✓ 
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[Matter of governance 

Yes 

No 

plan it submitted to the National Treasury and the relevant 
provincial treasury before 30 October 2007, detailing its progress 
towards full compliance with GRAP. 



• The municipality submitted an implementation plan, detailing 
further progress towards full compliance with GRAP, to the 
National Treasury and the relevant provincial treasury before 
31 March 2008. 




Unaudited supplementary schedules v 

18. The supplementary information set out on pages [xx] to [xx] does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

OTHER REPORTING RESPONSIBILITIES 

REPORT ON PERFORMANCE INFORMATION 

19. 1 was engaged to review the performance information. 

Responsibility of the accounting officer for the performance information 

20. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality prepared by the municipality in terms of 
section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 
(MSA). 

Responsibility of the Auditor-General 

21. 1 conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 and section 
45 of the MSA. 

22. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

23. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the audit findings reported below. 
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Audit findings (performance information) 

Non-compliance with regulatory requirements 

Performance information not received in time 

24. The financial statements submitted for auditing did not include a report on the 
performance information of the municipality, as required by General Notice 616 as 
published in Government Gazette No. 31057 dated 15 May 2008, read with section 46 of 
the MSA. 

Existence and functioning of a performance audit committee 

25. The municipality did not appoint and budget for a performance audit committee, neither was 
another audit committee utilised as the performance audit committee. 

Internal auditing of performance measurements 

26. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes, as 
required in terms of section 45 of the MSA. 

APPRECIATION % 

27. The assistance rendered by the staff of the Umtshezi Municipality during the audit is 
sincerely appreciated. 


Pietermaritzburg 



AUDITOR-GENERAL 
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ACTION PLAN FOR AUDIT CONCERNS 

REPORT OF THE CFO ON CORRECTIVE MEASURES TO BE TAKEN FOR MATTERS 
RAISED IN THE AUDIT REPORT 


ACTION PLAN IMPLEMENTED OR TO BE IMPLEMENTED IN RESPONSE TO AUDIT 
REPORT. 


NO 

MATTERS REPORTED IN THE 

AUDIT REPORT 

ACTION 

PLAN 

RESPONSIBLE 

PERSON 

IMPLEMENTATION 

DATE 

1 

Non Compliance with applicable 

legislation 




1.1 

Municipal Finance Management Act 





• The Municipality did not 
have effective, efficient and 
transparent systems of 
financial and risk 
management as required 
by Section 45 (4)(a). 

The Municipality will 
review all polices and 
adopt new policies to 
ensure an effective, 
efficient and 
transparent system of 
Hnancial and risk 
management. 

CFO 

30 April 2009 


• The Municipality did not 
pay off its short term debt 
(bank Overdraft) in the 
financial year as required 
by Section 45 (4)(a). 

\ 

\ 

^ / 

The Municipality has 
endeavoured to pay off 
its short term debt. It is 
aggressively collecting 
arrear debt from 
consumers in order to 
settle short term 
liabilities. 

Municipal 
Manager, CFO, 
Credit Control 

Ongoing 


• The annual reports for the 

2005-06 and 2006-07 
financial years did not 
include the Auditor 

General’s audit report and 
performance information 
reports as required by 
Section 121(3)(b) and (c). 

The 2005-06 and 2006- 
07 annual reports have 
been recalled from 
publication. Annual 
reports for the 2006-07 
financial year has been 
redrafted with the 
auditor’s report 
included. 

CFO 

31 January 2009 


• The annual reports for the 

2005-06 and 206-07 
financial years were not 
submitted to the Auditor 
General immediately after 

These reports will be 
forwarded to the 

Auditor General 
immediately after being 
tabled. 

CFO 

31 January 2009 
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being tabled as required by 

Section 127(5)(b). 




1.2 

Municipal Supply Chain Management 

Regulations (SCM Regulations) 





• Quotations were obtained 
from suppliers who were 
not on the list of accredited 
prospective suppliers and 
no evidence was provided 
to confirm that the 
suppliers were assessed for 
compliance with the listing 
criteria as required by 
Section 17(l)(b). 

All suppliers are to 
complete database 
registration forms and 
will be captured on the 
financial system. 

SCM Manager 

Immediate and 
ongoing 


• Instances were noted where 
insufficient (less than 
three) quotations were 
obtained and no reasons 
were recorded and 
approved by the Chief 
Financial Officer or the 
official designated by the 
Chief Financial officer as 
required in Section 

17(l)(c). 

New forms will be 
generated that detail the 
quotations received and 
highlight the reasons as 
to why less than three 
quotations have been 
received. These forms 
will also be approved by 
the designated official 

CFO, SCM 
Manager 

1 November 2008 

2 

Matters of Governance 




2.1 

Audit Committee 

• The Municipality did not 
have an audit committee in 
operation throughout the 
financial year. 

• The audit committee did 
not operate in accordance 
with approved, written 
terms of reference. 

• The audit committee did 
not substantially fulfill its 
responsibilities for the 
year, as set out in Section 
166(2) of the MFMA. 

The Municipality had a 
shared service with the 
Uthukela District 
Municipality. The 

Audit Committee had 
met once during the 
financial year. These 
will increase in the next 
financial year to a 
minimum of four 
meetings. 

CFO 

1 November 2008 


Other Matters of Governance 

• The annual report 
will be submitted to 
the auditor general 
timeously. 

• Materials 

CFO 

• 31 January 2009 

• 31 January 2009 

• 01 December 

2008 
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• The annual report was not 
submitted to the auditor 
for consideration prior to 
the date of the auditor’s 
report. 

• The financial statements 
submitted for auditing 
were subject to material 
amendments resulting 
from the audit. 

• The prior year’s external 
audit recommendations 
have not been substantially 
implemented. 

amendments were 
made to the 
flnancial statements. 
The Municipality 
plans to deal with 
issues in the AFS 
that need adjusting 
prior to the year 
end. This would 
avoid later 
amendments. 

• AU 

recommendations 
from the Auditor 
General will be 
implemented. 




Implementation of Standards of 

Generally Recognised Accounting 
Practice (GRAP) 

The Municipality will 
be GRAP compliant. 

CFO 

1 July 2008 


• The Municipality did not 
submit an implementation 
plan, detailing further 
progress towards full 
compliance with GRAP, to 
the National Treasury and 
the relevant provincial 
treasury before 31 March 
2008. 














3 

Audit Findings (Performance 

Information) 




3.1 

Non Compliance with Regulatory 

Requirements 





Performance Information not received 

in time 

• The financial statements 
submitted for auditing did 
not include a report on the 
performance information 
of the municipality, as 

The Municipality has 
engaged consultants to 
assist with performance 
information and this 
information will be 
reported on in the next 
AFS. 

Municipal 

Manager 

30 June 2009 
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required by General Notice 

616 as published in 
Government Gazette No. 
31057 dated 15 May 2008, 
read with Section 48 of the 
MSA. 



> 


Existence and functioning of a 

perfonnance audit committee 

• The Municipality did not 
appoint and budget for a 
performance audit 
committee utilized as the 
performance audit 
committee. 

The performance audit 
committee is a shared 
service and the 
contracts will be 
renewed in the 2009 
flnancial year. 

Municipal 
Manager, CFO 

1 February 2009 


Internal Auditing of performance 

measurements 

• The Municipality did not 
develop and implement 
mechanisms, systems and 
processes for auditing the 
results of performance 
measurement as part of its 
internal audit processes, as 
required in terms of section 
45 of the MSA. 

These processes will be 
developed and 
consultants will be 
engaged to assist the 
Municipality with the 
development of these 
systems and processes. 

Municipal 

Manager, CFO 

30 June 2009 
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AUDIT COMMITTEE REPORT 


The Audit Committee was established in terms of Section 166 of the MFMA and consists o3 (3) 
external members as listed below 

Mr Cl Narrandes 
Mr NS Mchunu 
Mr BB Sithole 

The appointments were made in January 2008 and the committee held its first meeting on 22 
January 2008. The committee has not been very active and held no further meetings up to and 
including 30 June 2008. 


INTERNAL AUDIT CHARTER 

The committee operates within the terms and conditions of the Internal Audit Charter that is 
based on and shared with the Uthukela District Municipality and has been set up in accordance 
with the prescripts of the Municipal Finance Management Act No 55 of 2003, Section 166. 

The committee is an independent body that acts in an advisory capacity and which must advise 
the Municipal Council, the Political Office Bearers, the Accounting Officer and the 
Management Staff of the Municipal entity in matters pertaining to internal financial control and 
internal audits, risks management, accounting policies, performance management, effective 
governance, compliance with various acts and response to the Council on any issued raised by 
the Auditor General. 


AUDIT COMMITTEE MEETINGS 

Only one meeting was held in the 2007/2008 year and the issues dealt with were: 

Auditor General’s Report 2006/2007 

Annual Internal Audit Strategic Plan 07/08 Financial Year 

Internal Audit Charter 


INTERNAL AUDIT 
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Price Waterhouse Coopers were appointed to this fiinction on 15/10/2007 for the 2007/2008 
financial year. The in-house auditor, Mr EP Smith, who was being coached and reviewed, 
resigned at the end of May 2008. A replacement has not been appointed. 

The internal audit Plan was approved at the Audit Committee Meeting on the 22/01/2008. 
Training has been identified as a priority. 


AUDITOR - GENERAL’S REPORT 

An unqualified report was issued for the 2007/2008 financial year which represented a vast 
improvement o 2006/2007 financial year. However, several discrepancies and problem areas 
were highlighted. These include: 

1. The incurred nett loss; Accumulated deficit; Unspent Conditional Grants; 
Investment Deficit and as indicated in the report “ this along with other matters, 
point to existence of a material uncertainty and cast significant doubt on the 
entity *s ability to continue as a going concern. ” 

2. Non-compliance with applicable legislation: 

• MFMA - sec 62 (c) ; 45 (4)(a); sec (121)(3)(b) & (c) and sec 127 (5)(b). 

• MSC Supply Chain Management - sec 17(l)(b) and sec 17 (l)(c). 

3. Concerns were expressed in the area of Governance in respect of financial and risk 
management and internal control. 

4. Non-Compliance with Regulation requirements in respect of Audit Findings 
(performance information). 

5. Existence and Functioning of a Performance Audit Committee. 

6. Non- development and implementation in terms of Sec 45 of MSA. 

RISK MANAGEMENT 

The Internal Auditors (PriceWaterhouse Coopers) conducted a risk workshop and assessment 
on 26/10/2007, which was attended by 15 Umtshezi staff members. Risk Registers have not 
been finalized due to management delays. The results of the risk assessment should be used to 
direct internal audit efforts and priorities and to determine the skills required of managers and 
staff to improve controls and manage these risks. We look forward to fUrther finalization of this 
important aspect. 
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FINANCIAL SOLUTIONS 

Notwithstanding the discrepancies mentioned above, significant progress has been made in all 
areas of concern to the extent that an unqualified audit report has been received from the 
Auditor-General’s office for the year 2007/2008 and bodes well for the future. Plans have been 
put in place and improvements have been noted, although optimal results have yet to be 
achieved. 

Whilst the Audit Committee acknowledges the improvement on the previous years and is 
impressed with the plans and commitments for the next year, we urge the Accounting Officer to 
continue applying the pressure that has resulted in the improvements of the last year. The 
maintenance of and improvements in the efficient, effective and transparent systems of financial 
and risk management and internal controls as required by Section 62(l)(c)(i) are essential to 
meeting our obligations in future. 


CONCLUSION 

Having considered all aspects of the relevant reports, the Audit Committee accepts the finds of 
the Auditor General for the year ended 30 June 2008, and recommends that the Annual Report 
and Financial Statements of the Umtshezi Municipality be adopted by the Municipal Council. 


Appreciation 

The Audit Committee wishes to express it’s appreciation to all members of staff, the internal 
and external auditors and the Office of the Auditor-General for their assistance and support 
during the financial under review. 


Cl NARRANDES 
CHAIRPERSON 
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REPORT OF THE CHIEF FINANCIAL OFFICER 


1) INTRObUCnON 

It is the time of year when, we take a snap shot, and look back into previous years financial performance and position of our Municipality, 
the results portrayed by the following statements should not only be viewed in rands and cents but also to the extent to which lives of the 
ordinary citizens of this Municipality have been changed. 

It is unfortunate that the process of conversion from IMFO Statements to SRAP/SAMAP standards could not be finalised 
however resources will be channelled for the finalisation of this process, 

The current year deficit of R 12,579,232 and appropriation of R296,048 have resulted in a deficit of R12,283,184 which increased 
the accumulated deficit of R 21 715 377 at 30 June 2007 to R33,998,561 at 30 June 2008, 

I ne tinanciai statements ot the Municipality are normally prepared on the assumption that the entity is a going concern. 1 he tinanciai statements 
were prepared on this assumption but during the financial year there was doubt regarding the going concern of the Municipality. This was as a 
result of the Municipality incurring a net loss of R12,579,232 resulting in an increased accumulated deficit of R33,998,561. The bank was also in 
overdraft of R3 ,451,889 as at 30 June 2008 which also raised the concern relating to the going concern assumption. This matter is being 
addressed and measures are currently in place to ensure that the accumulated deficit decreases. 

2) OPERATINe RESULTS 

Details of the results per department, classification and object of expenditure are included it 
appendices D and E. The opplicable statistics are shown in appendix F. The overall operating 
results for the year ended 30 June 2008 are as follows : 


INCOME 

Actual 

2006/07 

R 

Actual 

2007/08 

R 

Variance 

Actual/ 

Budget 

% 

Budget 

2007/08 

R 

Variance 

Actuol/ 

Budget 

% 

Opening Surplus 

- 

- 




Operating Income for the Year 

98,250,136 

106,701,184 

-11% 

119,716,183 

-11% 

Sundry Transfers 

(2,470,426) 

296,048 





95,779,710 

106,997,232 


119,716,183 


EXPENDITURE 






Opening Deficit 

4,694,713 

21,715,377 




Operating Expenditure 

108,808,805 

119,280,416 

0% 

119,716,183 

0% 

Closing Surplus/(Deficit) 

(17,723,808) 

(33,998,561) 





95,779,710 

106,997,232 


119,716,183 



2.1) RATES S GENERAL 


Actual 

2006/07 

k 


Actual 

2007/08 


Variance 

Actual/ 

Budget 

% 


Budget 

2007/08 


Variance 

Actual/ 

Budget 


Income 

Expenditure 

Swplus/(beficif) 

Surplus (beficit) os % cf Total Income 


47,269,547 

53,170,983 


52,843,388 

62,927,819 


(5,901,436) 


(10,084,431) 


1 % 

- 6 % 

-32% 


-12 48% 


-19 08% 


52,262,797 

67,019,561 


(14,756,764) 


-28 24% 


1 % 

- 6 % 


-32% 




2.2) HOUSIN6 SERVICES 



Achiol 

2006/07 

R 

Actual 

2007/08 

R 

Variance 

Actual/ 

Budget 

% 

Budget 

2007/08 

R 

Variance 

Actual/ 

Budget 

% 

Income 

Expenditure 

Surplus 

Surplus os % of Total Income 

233,440 

26,307 

234,378 

28,776 

323% 

0% 

55,386 

0% 

0% 

207,133 

205,602 

271% 

55,386 

0% 





88 73% 

87 72% 








2.3) TRA0IN6 SERVICES: ELECTRICUy 



Actuol 

2006/07 

R 

Actual 

2007/08 

P 

Variance 

Actual/ 

Budget 

% 

Budget 

2007/08 

R 

Variance 

Actuol/ 

Budget 

% 

Income 

Expenditure 

Surplus/fOeficit) 

Surplus (Deficit) os 7. of Total Income 

50,747,149 

55,611,515 

53,623,418 

56,323,822 

-8% 

29% 

57,975,546 

43,274,168 

-8% 

30% 

(4,864,366) 

(2,700,404) 

-119% 

14,701,378 

-118% 






-9 59% 

-5 00% 








3) CAPITAL EXPEmnVRE AND FINANCING 


CAPITAL eXPemiTUflE 

Rates A General services 

Electricity 

Actual 

2007/08 

Budget 

2007/08 

Variance 

Actual/Budget 

5,651,153 

2,622.863 

11,870,491 

3,050,000 

-52% 

-14% 

8,274,016 

14,920,491 

-45% 



F1NANCIN6 OF THE FIXED ASSETS 




Loans Redeemed 

_ 


_ 

Contributions from Current Income 

3,714,508 

3,550,925 

5% 

Grants and Subsidies 

3.138,723 

11,369,566 

-72% 


6,853,231 

14,920,491 

-54% 


A complete analysis of capital expenditure (budgeted and actual) per department, classif icatior 
or service is included in appendix C. More details regarding external loans and internal advance; 
used to finance fixed assets are shown in appendix B, 

4) EXTERNAL LOANS. INVESTMENTS AND CASH 

External Loans outstanding on 30 June 2008 amounted to R 2 583 189 as set out in Appendix B. 
Investments amounted to R 28 269 821 on 30 June 2008. 

The bank balance a deficit of R 4 334 339 on 30 June 2008. 

More information regording loans and investments is disclosed in notes 3 and 6 and appendix E 
to the financial statements. 

5) FUNDS AND RESERVES 

The Capital Development Fund has increased by R5, 596, 296 to R74,177,731. No advances were raised. 
The total advances to borrowing services amounted to R 32 966 524 as at 30 June 2008. 


More information regarding funds and reserves is disclosed in notes 1, 2, 26 ans 27 and appendix A tc 
the financial statements. 

6) POST BALANCE SHEET EVENTS 

At the date the annual financial statements were signed, no post balance sheet events came to light. 

7) EXPRESSION OF APPRECIATION 

I am grateful to the Mayor, Councilor's, the Municipal Manager and Heads of Departments for 
their support during the past year. A special word of thanks to the staff of the Treasury Departmeni 
for their support and loyalty. 


J N MAbONDO bATE 

ACTINS CHIEF FINANaAL OFFICER 


Accounting Policies 


1. BASIS OF PRESENTATION 

1.1 These Financial Statements have been prepared so as to conform to the 
standards laid down by the Institute of Municipal Treasurers and Accountants in 
its Code of Practice (1997) and Report on Published Annual Financial 
Statements (Second Edition - January 1996). 

1.2The Financial Statements are prepared on the historical cost basis, adjusted for 
fixed assets as more fully detailed in Accounting Policy, Note 3. The accounting 
policies are consistent with those applied in the previous year, except if otherwise 
indicated. 

1 .3 The Financial Statements are prepared on the accrual basis; 

Income is accrued when measurable and available for Finance operations. 
Certain direct income is accounted for when received, such as traffic fines and 
certain licenses. 

Expenditure is accrued in the year it is incurred. 

2. CONSOLIDATION 

The Financial Statements include the Rate and General Services, Housing Service, 
Trading Services and the different Funds and Reserves. All inter departmental 
charges are set-off against each other, with the exception of assessment rates, 
refuse removal, sewerage, electricity, water and premiums charged by the Insurance 
Fund, which are treated as Income and Expenditure in the respective departments. 

3. FIXED ASSETS 

3.1 Fixed Assets are stated: 

• At historical cost, or 

• At valuation (based on the market price at date of acquisition), where assets 
have been acquired by grant or donation or repossession, while they are in 
existence and fit for use. 

3.2 Depreciation 

The balance shown against the heading “Loans Redeemed and Other Capital 
Receipts” in the notes to the balance sheet is tantamount to a provision for 
depreciation, however, certain structural differences do exist. By way of this 
provision, assets are written down over their estimated useful life. Apart from 
advances from the various internal funds, assets may also be acquired through: 
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• Appropriations from income, where the full cost of the asset forms an 
immediate and direct charge against the operating income, and therefore it is 
unnecessary to make any further provision for depreciation. 

• Grant or donation, where the amount representing the value of such grant or 
donation is immediately credited to the “Loans Redeemed and Other Capital 
Receipts” account. 

3.3 All net proceeds from the sale of all other assets are credited to the Capital 
Development Fund. 

3.4 Fixed Assets are financed from different sources, including external loans, 
operating income, contributions and internal advances. These loans and 
advances are repaid within the estimated lives of the assets acquired from such 
loans or advances. Interest is charged to the service concerned at the ruling 
interest rate applicable at the time that the advance is made. 


4. INVENTORY 

Inventory is valued at cost, determined on the weighted average basis. 

5. FUNDS AND RESERVES 

5.1 Capital Development Fund 

The Local Authorities Ordinance No. 25 of 1974, requires a minimum contribution 
of 3,0 percent of Revenue Income of a local authority for the financial year. One 
half of all interest earned by this fund remains in the fund and the other half is 
credited to the appropriate revenue account. 

5.2 Loan Redemption Fund 

The redemption of Estcourt stock is provided for the annual contribution, from 
borrowing accounts calculated on the estimated lifespan of assets acquired, in 
equal installments. Internal loans are repaid in relation to the lifespan of the 
asset. Redemption on government loans is paid half yearly on an annuity basis. 

5.3 Public Improvement Fund 

The Local Authorities Ordinance No.25 of 1974, stipulates that this fund be 
maintained in respect of all property belonging to the Municipality, which is not 
utilized for a specific purpose relating to the provision of services. Fifty percent of 
all interest earned by this Fund is credited to Rate and General Services 
Revenue account. 
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